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EXHIBIT A

STATEMENT OF FACTS

Background

1. Unless a time period is otherwise stated with more specificity, the relevant period of time
for purposes of this statement of facts is from January 1999 through September 2003.

2. Immediately prior to July 1, 2003, Prudential Securities, Incorporated ("PSI") was an indirect
wholly owned broker-dealer subsidiary of Prudential Financial, Inc. ("Prudential").
Prudential is a publicly-owned holding company, traded on the New York Stock Exchange,
whose operating subsidiaries provide a wide range of insurance, investment management and
other financial products and services to retail and institutional customers, including
insurance brokers and investment managers.  Since July 1, 2003, PSI's former U.S. retail
securities brokerage business has operated as part of Wachovia Securities, LLC (“Wachovia
Securities”).   On July 1, 2003, PSI transferred assets including those relating to its U.S.
retail securities brokerage operations to a newly formed holding company, now named
Wachovia Securities Financial Holdings, LLC ("WSFH").  Prudential presently owns 38%
of WSFH and Wachovia Corporation owns 62% of WSFH, with Wachovia Corporation the
controlling owner.   Unless otherwise stated, the term PSI as used in this Statement of Facts
refers to both PSI and Wachovia Securities.

3. Following the asset transfer, PSI converted from a stock corporation into a limited liability
company and was renamed Prudential Equity Group, LLC ("PEG").  PEG is a broker-dealer
registered with the Commission pursuant to Section 15(b) of the Exchange Act and is a
member of the National Association of Securities Dealers and the New York Stock
Exchange.  PEG provides equity research, sales and trading to domestic and international
institutional customers.  Prudential continues to own 100% of the equity interests in PEG.

Market Timing

4. A mutual fund is a regulated investment entity that issues shares to the public and typically
invests its shareholders’ money in a "basket" of underlying securities (e.g., stocks, bonds,
etc.).  A mutual fund "share" represents an ownership interest in the fund's "basket" of
securities.  Mutual fund shares are, themselves, securities regulated by the SEC.

5. Typically, mutual fund shares are designed to be long term, "buy and hold," investments.
They are managed so as to maximize returns for long term investors in the fund.

6. “Market timing” refers to the practice of making excessive short term trades in shares of
mutual funds.  Basically, market timing involves frequent movement in and out of mutual
funds to exploit inefficiencies in the way mutual funds calculate the value of fund shares,
called the “net asset value” or “NAV.”  Often, the NAV of mutual fund shares, which is set
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once a day, does not fully reflect the value of the underlying assets held by a fund.  By
trading into a fund on a short term basis, a market timer can purchase a mutual fund share
at a price (NAV) below the value of the "basket" of underlying assets.  Once the shares are
re-priced to reflect the change in value of the underlying assets, the market timer can then
redeem the shares at the higher share value.  Market timing is sometimes referred to as
“excessive trading,” “abusive trading,” “day trading,” or “frequent trading.”  This type of
trading includes not only purchases into and redemptions out of a fund family, but also
exchanges within a fund family (e.g., shifting funds from a money market fund to an
international fund both managed by the same fund family). 

         
7. Market timing comes in different permutations.  These permutations include, among others,

“time zone arbitrage” and “momentum investing.”  In “time zone arbitrage,” a market timer
exploits inefficiencies in the way mutual funds that hold international stocks price the funds’
NAV.  Typically, a mutual fund calculates its NAV as of 4:00 p.m. U.S. Eastern Time,
which is when the major U.S. stock markets close.  In the case of a U.S.-based mutual fund
holding international stocks, however, the fund’s NAV will often be based on the closing
price of the underlying international stocks held by the mutual fund.  International stocks,
however, are often traded on non-U.S. stock markets, which usually close earlier than the
United States markets.  Asian markets, for example, close early in the morning, even before
the United States markets open.  Consequently, the prices of the international stocks do not
fully reflect the events occurring while the United States markets are open.  When the
international markets next open, the stocks traded on those markets will typically follow the
direction of the stocks in the United States.

8. Thus, if something significant occurs in the United States following the close of the
international markets that causes the United States markets to move up, it is highly likely
that the price of international stocks will move up the next trading day.  The NAV of the
U.S. mutual fund holding those stocks, however, is typically based on the earlier closing
prices on the international markets.  When the fund’s NAV is calculated the next day, it will
likely include the gain in the international markets that often occurs following the previous
day’s gain in the United States markets.

9. By quickly entering and exiting an international fund to take advantage of the delay in
pricing of the fund’s NAV, a market timer can capture that gain without incurring the risk
faced by the long term shareholders in the fund.  By capturing that gain and then exiting the
fund, the timer takes a percentage of the gain away from the long term, buy and hold
shareholders (a concept called “dilution”).

10. Another form of mutual fund market timing is “momentum investing.”  In this type of
investing a market timer takes advantage of predictable short term movements in the NAV
of mutual fund shares based on market indicators.  Often, such momentum investing in
mutual fund shares focuses on mutual funds trading in less liquid securities, such as small
capitalization stocks or high yield bonds.  In such cases, the NAV of mutual funds holding
such securities predictably follows market events that affect the value of the underlying
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securities held by the fund but are not yet reflected in the NAV.  This type of timing activity
allows a market timer a similar opportunity to capture a gain in the NAV when the NAV
catches up to the market event as exists in time zone arbitrage.

11. Market timing in mutual funds can be a very profitable strategy.  Market timing, however,
often can be harmful to the majority of fund shareholders, who hold mutual funds as long
term investments.  Market timing harms long term investors by lowering the long term return
of funds: it dilutes the value of long term mutual fund shareholders’ shares; it raises
transaction costs for funds; and it is disruptive to fund management.

12. From at least 1999, PSI became aware that many fund families objected to market timing.
PSI was also aware that mutual fund companies maintained policies and procedures to detect
and prevent market timing.

13. During the period of time relevant to this Statement of Facts, mutual fund companies had
employees whose responsibilities included identifying and stopping market timers.  To
identify and stop potential market timing, these employees engaged in surveillance of trade
activity in the funds.  For example, these employees often looked at the trade frequency and
also trade size, scrutinizing more carefully trades made over a certain dollar threshold.  They
also watched trading in certain funds that typically saw more timing activity than others,
such as international funds.  They also identified accounts (usually by identifying an account
number) associated with market timing.  When they detected an account owner market
timing, they tried to stop the activity, usually by issuing a warning.  If the account owner
persisted in market timing, they often blocked the account’s trading privileges and, in some
cases, barred the account owner from trading in the fund company's funds.

    
14. The term “hedge fund” is a generic term referring to investment pools, usually run by

sophisticated investors.  Despite the prohibitions on market timing imposed by many mutual
fund companies, a number of hedge funds (the “Hedge Funds”) employed mutual fund
market timing as an investment strategy and, in doing so, used a variety of deceptive and
fraudulent practices to defeat mutual fund companies’ efforts to detect and block their
activity.  These Hedge Funds recognized that market timing was a very profitable investment
strategy.  They also recognized, however, that a significant impediment to their market
timing strategy was that, if detected, many of the fund companies would block their market
timing trading.  Consequently, Hedge Funds engaged in deceptive and fraudulent trading
strategies that Hedge Fund personnel referred to as “undisclosed” or “under the radar”
market timing.  Basically, “under the radar” market timing consisted of masking or
disguising market timing trades from the fund companies so that the fund companies would
process timing trades that they otherwise would have blocked.

15. As part of their under the radar strategy, some market timing Hedge Funds employed brokers
at PSI. From 1999 through September 2003, PSI employed groups of brokers (the “Timer
Brokers”) whose business involved servicing market timing Hedge Funds.  As "financial
intermediaries" (i.e., brokers standing between the Hedge Funds and the mutual fund
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companies), the Timer Brokers at PSI were well situated to mask their Hedge Fund clients’
trades in order to have the fund companies process trades they would otherwise have
rejected.  More specifically, PSI had agreements with a large number of mutual fund
companies to sell their mutual funds to PSI clients.  Accordingly, the Timer Brokers were
able to buy, sell, or exchange for their clients shares in a wide variety of mutual funds,
including shares in mutual funds run by PSI’s parent company, Prudential (and its affiliates),
and shares in mutual funds independent of Prudential (e.g., American Century, Van Kampen
Investments, and many others).

16. In addition, every trading day, PSI received from its clients large volumes of trade
instructions for mutual fund shares (i.e., buys, sells, exchanges) for many different fund
companies.  PSI processed its mutual fund trade information through the National Securities
Clearing Corporation ("NSCC"), a centralized information service linking financial
intermediaries like PSI to a variety of mutual fund companies.  Thus, instead of transmitting
the trade instructions to each separate mutual fund company directly, PSI transmitted the
trade instruction data for a variety of mutual fund companies in bulk to the NSCC which, in
turn, transmitted the PSI data out to each of the different fund companies.

17. The Timer Brokers exploited this mutual fund trading system to disguise their clients’
market timing trading from fund companies.  Basically, the Timer Brokers recognized that
trades processed from PSI over the NSCC system to fund companies relied on identification
numbers.  The identification numbers sent from PSI included:  (a) a number identifying PSI
as the brokerage firm; (b) a number identifying the PSI branch generating the order; (c) a
number identifying the PSI account (known as a “BIN number”); and (d) a number
identifying the particular broker assigned to the account at the time of the trade, called an
FA Number (for “financial advisor number”).

18. To stop timing activity from a PSI client or broker, the fund companies first had to identify
the exact account number and/or the FA Number associated with the “timer” client or broker.
After doing so, many (but not all) fund companies then had the ability to block or reject
trades made in accounts or associated with FA Numbers that they had identified as
associated with a timer client or broker.  Trades from PSI brokers placed under different
account numbers and/or associated with different FA Numbers, however, would continue
to be processed.

19. By manipulating the identifying information sent by PSI over the NSCC system to the fund
companies, the Timer Brokers deceived fund companies into processing trades that they
would otherwise have blocked or rejected.  Principally, the two categories of identifying
information the Timer Brokers manipulated were the PSI account information and the FA
Numbers.

20. The Timer Brokers’ manipulation of account number information was relatively
straightforward.  The brokers, working with the Hedge Fund clients, set up and used multiple
accounts.  Each account had a different account number (or BIN number).  Thus, when a



5

particular fund company identified and stopped market timing in one account, the Timer
Brokers and their clients traded in another account under a different BIN number, one that
had not yet been identified as a timer’s account.  When that account was flagged and
stopped, the Timer Brokers traded in yet another account, and so on.

21. For example, and without limitation, by September 2003, one group of Timer Brokers in
Boston had as many as 183 accounts open for seven Hedge Fund clients.  Of those 183
accounts, 79 accounts were for a single client.  By September 2003, a Timer Broker in
Garden City, New York opened in excess of 400 accounts, with nearly 300 accounts for a
single timer client.

22. The multiple accounts were often set up with aliases.  More specifically, the Timer Brokers
and their clients opened accounts using various shell entities with names that did not contain
the clients’ names.  The Timer Brokers and their clients opened these accounts because on
some trades sent over the NSCC system, PSI provided the name of the client assigned to the
BIN Number.  Sometimes, when fund companies saw timing in one account, they identified
other accounts with the same or similar names.  The fund companies then monitored those
accounts and stopped them more quickly when they began timing.  The alias accounts made
it more difficult for the fund companies both to see that the accounts were linked to a client
that had been stopped before in another account and to see that multiple timing accounts
were related to one another.

23. In addition to allowing the brokers to place trades in fund families following a block, the
multiple accounts allowed the brokers to break their clients’ trades into smaller dollar units.
The Timer Brokers knew that fund companies often monitored for market timing activity
based on certain dollar thresholds.  The Timer Brokers knew that larger trades were more
likely to be detected than smaller trades.  In order to decrease the chances of detection, and
to minimize the consequences if detected, the Timer Brokers used the multiple accounts to
divide the trades into smaller units.

24. Often, the use of the multiple accounts required the Timer Brokers to shift funds from one
account to another.  This was accomplished through a process called “journaling.”  It was
a common practice for the Timer Brokers to journal funds from one account that had been
stopped by a fund company to another account that had not been stopped in order to keep
trading.

25. The Timer Brokers also manipulated the FA Number information provided with their trades.
Often, when fund companies identified repeated market timing in accounts associated with
a particular FA Number, the fund companies stopped accepting trades in all accounts
associated with that FA Number.  When that occurred, the Timer Brokers changed the FA
Number associated with the accounts.  As with the account numbers, when that FA Number
was eventually flagged and stopped, the Timer Broker changed the FA Number again, and
so on.
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26. One way the Timer Brokers obtained new FA Numbers was by adding brokers to their
groups.  More brokers meant more FA Numbers that could be used to switch around on
accounts after a stop.  Thus, the Timer Brokers often worked in teams.  In some cases, the
members of the teams were located in a single branch.  In other cases, the Timer Brokers set
up deals with brokers in other branches, which provided an additional layer of camouflage
for their trading.

27. Another way the Timer Brokers obtained new FA Numbers was to create “Joint” numbers
and “Also” numbers.  Each broker at PSI had an “individual” FA Number (i.e., a number
assigned just to that broker).  PSI, however, allowed brokers working in teams to create Joint
FA Numbers, which were numbers assigned to more than one broker.  PSI assigned Joint
numbers purportedly to allow brokers working as teams to set a commission split.  In
addition, PSI issued a number to brokers called an Also number.  Also numbers represented
numbers assigned to brokers purportedly to assist particular clients to access their account
information electronically, among other things.

28. While there were facially legitimate reasons for obtaining Joint and Also numbers, the
Timer Brokers used the numbers to deceive mutual fund companies into processing trades
that the mutual fund companies would otherwise have rejected.  More specifically, the Timer
Brokers used the Joint and Also numbers to conceal from mutual fund companies the fact
that the trades were associated with the Timer Brokers.     

29. From 1999 through September 2003, the Timer Brokers obtained multiple Joint and Also
numbers.  In fact, by mid-2003, one group of Timer Brokers in Boston, Massachusetts had
obtained at least 14 FA Numbers, including Joint and Also numbers, that they used in
connection with their market timing activities.  By mid 2003, the Timer Broker in Garden
City, New York had as many as 49 Joint and Also FA Numbers.

30. The Timer Brokers used most of these numbers to process trades in fund companies that had
previously stopped their trading under another FA Number.

31. In many cases, the multiple accounts and multiple FA Numbers were created with the
assistance and permission of PSI branch managers who knew, or were willfully blind to the
fact, that the multiple accounts and FA Numbers were set up to evade mutual fund
companies’ efforts to detect and stop the market timing activity.

32. In addition, the Hedge Funds (and banks that financed the Hedge Funds) participated in the
creation of the multiple accounts to deceive the mutual fund companies.  The Hedge Funds
were also, in some instances, aware of the Timer Brokers' deceptive use of FA Numbers to
process the market timing trades in the multiple accounts owned by the Hedge Funds and
banks.    

33. In certain instances, when employees of the mutual fund companies contacted the Timer
Brokers seeking to stop the market timing trading, the Timer Brokers misled the employees
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of the mutual fund companies.  This included providing the employees of the mutual fund
companies false and misleading information about the clients and about the clients’ trading
activities.  At times, this also included concealing from the employees of the mutual fund
companies the identities of the Timer Brokers and that various Timer Brokers were working
together as a team.  

34. At least two dozen brokers employed by PSI engaged in the deceptive market timing during
the relevant period of time.  Specific Timer Broker groups that engaged in the deceptive
activity, included, without limitation, the following: 

The Boston Brokers

One group of former PSI brokers based in its Boston, Massachusetts
branch office (the “Boston Brokers”) repeatedly used deceptive
practices to circumvent mutual fund restrictions throughout the
relevant period of time.  The Boston Brokers consisted of a group of
three PSI brokers and registered assistants.  The group had seven
clients for whom it placed market timing trades.

Many of the mutual funds in which the Boston Brokers traded
screened for market timing trades by FA Number and customer
account numbers.  Many fund companies sent notices to PSI that
complained that the Boston Brokers’ trades had violated trading
limitations.  Some mutual funds announced steps they had taken to
preclude the Boston Brokers from further trading while others asked
that PSI take steps to block further trades by the group in the fund.

During the relevant period, the Boston Brokers used at least fourteen
FA numbers and 183 customer accounts (for what were, in reality,
only seven clients) to circumvent these blocks and avoid new blocks.
The Boston Brokers’ use of these devices in connection with market
timing allowed group members to continue to place trades in funds
that had taken steps to preclude them from further trading.  Their
scheme created the impression that transactions originated from many
brokers and represented many different customers.  In fact, what
appeared to the mutual funds to be thousands of separate transactions
submitted by many brokers for many unrelated customers was
actually a systematic pattern of market timing by group members on
behalf of their seven Hedge Fund clients.

By 2002 and 2003, the head of the Boston Brokers became the top
producing broker for the Boston Branch, and was one of the highest
producing brokers throughout PSI.
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The Garden City Broker

Another former PSI broker, based in its Liberty Plaza and Garden
City, New York branch offices  (the “Garden City Broker”), also
engaged in deceptive practices throughout the relevant period.  The
Garden City Broker headed a team of brokers and registered
assistants, although he very rarely reported to work at any PSI
location.  He had five clients for whom he placed market timing
trades, each of whom acted on behalf of one or more Hedge Funds.

Like the Boston Brokers, the Garden City Broker traded in mutual
funds that screened for market timing by FA Number and client
account number.  During the relevant period, several mutual funds
complained to PSI about the Garden City Broker’s trading activity.
Many mutual funds specifically identified to PSI the deceptive
trading strategies the Garden City Broker used to evade blocks the
fund companies had imposed.

To evade these blocks, the Garden City Broker maintained as many
as 49 different FA Numbers and as many as 400 accounts (for what
were, in reality, only five clients).  His use of these devices to market
time created the impression that the trades originated from many
brokers and many customers.  By shifting trades from one FA
Number to another, or from one customer account to another, the
Garden City Broker concealed his identity and was able to place
trades in mutual funds that previously had blocked his trading under
his other FA numbers and accounts.

From 2001 through 2003, the Garden City Broker was the top
producing broker at PSI.     

The Special Accounts Brokers

Another group of former PSI brokers based in a New York office
known within the firm as “Special Accounts” (the “Special Accounts
Brokers”) also engaged in deceptive practices throughout the relevant
period.  The Special Accounts Brokers consisted of a group of two
PSI brokers and several registered assistants.  The group had three
clients for which it placed market timing trades.

To avoid detection by mutual funds, the Special Accounts Brokers
used at least 20 FA numbers and hundreds of client accounts (for
what were, in reality, only three clients).  The Special Accounts
Brokers also used “under-the-radar” trading to disguise their
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customers’ trading in funds that previously had taken steps to stop
them.  The Brokers’ use of these devices in connection with market
timing deceived mutual funds into accepting trades they otherwise
would have rejected.  Like the Boston Brokers and the Garden City
Broker, the Brokers’ Conduct gave the impression that transactions
originated from many brokers and represented many different clients.

From 2001 through 2003, the heads of the Special Accounts Brokers
group achieved membership in PSI’s Chairman’s Club, a select group
consisting of only the largest producing brokers within the firm.

PSI’s Role In the Deceptive Practices

35. During the relevant period of time, mutual fund companies repeatedly sent letters and emails
to PSI imposing blocks on further market timing activity by the Timer Brokers.  Typically,
these communications notified PSI, in writing, that either a customer, as identified by
customer account number, or a broker, as identified by the broker’s FA number, was
engaged in market timing not permitted by the fund, or that the fund was blocking the
account or FA number from future trades in the fund or fund family because of
impermissible market timing.  PSI received repeated, unambiguous, and clear requests from
mutual fund companies informing PSI that the market timing trading from the Timer Broker
was unwanted.  Some of these communications notified PSI that the Timer Brokers were
engaged in deceptive practices to continue placing market timing trades.  Despite these
communications, PSI:

(a) continued to issue Timer Brokers additional accounts
for the clients engaged in timing;

(b) continued to issue additional FA Numbers to Timer
Brokers that were used with the market timing clients;

(c) failed to utilize controls that could limit the Timer
Brokers’ ability to engage in the deceptive practices;

(d) failed to comply with mutual fund companies’
requests that the market timing conduct of the Timer
Brokers cease;

(e) misled some mutual fund companies by representing
to them that PSI could and would stop the Timer
Brokers from trading in their funds, and then failing
to do so;
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(f) failed to implement appropriate policies designed to
prevent the Timer Brokers from engaging in the
deceptive practices; and

(g) failed to impose any discipline upon any of the Timer
Brokers even under circumstances where senior PSI
managers were actually aware of the Timer Brokers’
deceptive conduct.

PSI Management Was Aware Of The Deceptive Practices

36. During the relevant period, mutual fund companies repeatedly sent letters and e-mails to PSI
concerning market timing by the Brokers.  Many of these communications asked PSI to take
steps to stop further trading by a particular customer account or FA number.  Some notified
PSI that the Timer Brokers were using trading practices to circumvent the fund companies'
blocks.

37. For example, in November 1999, a mutual fund company employee wrote to PSI’s Mutual
Fund Operations department concerning the Garden City Broker’s use of multiple customer
account numbers to evade restrictions imposed on his trading privileges.  The document
notified PSI that the Garden City Broker had used a second customer account number to
trade in a mutual fund that had taken steps to preclude another of his customer accounts from
further trading.  The letter notified PSI that the mutual fund had warned the Garden City
Broker that “[the] Funds will place a stop purchase, including exchanges, on [one] account
… for which you are the Representative of Record. ... This account was recently transferred
from [another] account … with the same registration.  We stopped your market timing by
freezing purchases in that account.  You have continually tried to circumvent our market
timing restrictions.  This must stop immediately!”  PSI failed to investigate the notification,
and did not take action against the Garden City Broker for his use of multiple customer
accounts to evade blocks the fund company had imposed.  

38. Other notices from mutual fund companies identified the strategies used by Timer Brokers
to market time.  On March 30, 2001, another mutual fund company employee wrote to PSI
executives, including the heads of its Risk Management and Mutual Fund Operations
departments, about the Timer Brokers’ trading practices.  The letter highlighted several
strategies used by the Timer Brokers to circumvent blocks that the mutual fund company had
imposed.  These practices included the Timer Brokers’ establishment of new broker
identifying numbers, their transferring of positions from account to account, and their
lowering of trade tickets below certain dollar amounts to disguise their identities to the fund.
Although the letter was forwarded to other PSI senior officers and prompted discussions
among those senior officers, PSI failed to discipline or sanction any of the Timer Brokers
identified by the fund company or to investigate or terminate the practices the mutual fund
company had highlighted. 
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39. In the spring of 2002, another mutual fund company wrote to PSI’s head of Mutual Fund
Operations concerning the Brokers’ methods of market timing that company’s mutual funds.
The PSI officer forwarded this letter to other PSI officers.  The mutual fund’s letter noted
“what we have seen [s]cares us.  It appears certain representatives are changing account
registrations, tax id numbers, and branch and rep numbers in an effort to time the (…) funds.
All of these accounts have been stopped, but each day ‘new’ ones pop up.”  Although the
letter again prompted discussions among PSI’s officers, including the head of its Private
Client Group and the heads of its Risk Management and Mutual Fund Operations divisions,
PSI failed to take action against any of the Timer Brokers for their deceptive practices. 

 
40. Finally, on December 19, 2002, another mutual fund company wrote to an employee in PSI’s

Mutual Fund Operations division concerning some brokers who used deceptive practices
to market time in funds across its complex.  The employee forwarded the email to PSI’s head
of Mutual Fund Operations.  The email noted that the mutual fund company had placed
blocks on 325 of the Timer Brokers’ customer accounts but that employees of the mutual
fund company each day identified new PSI customer accounts and broker identifying
numbers market timing the funds.  A second email from the mutual fund company noted that
“these reps have multiple rep ids and have continued to add new ones as we block the ids ...
for our fund complex.”  Despite this notification, PSI failed to stop the Timer Brokers’
continued trading in that company’s funds.    

PSI Concluded That The Garden City Broker
Used Deceptive Practices To Market Time

41. In May 2002, an employee of PSI’s Risk Management department detailed for at least one
senior PSI officer the use of multiple FA numbers by the Garden City Broker.  The
employee’s analysis noted that in one 37-day period, the Garden City Broker had 19
different mutual fund companies request that accounts under the broker’s control, or the
broker as an FA, be blocked from their funds.  The analysis concluded that the Garden City
Broker had circumvented these requests by changing his FA Number to an Also or Joint
number to avoid detection by the fund, or by changing customer account numbers and
moving the assets from the blocked account to a newly established account.  Despite this
information, the senior officer failed to recommend that the Garden City Broker be
disciplined or sanctioned.  As a result, PSI failed to stop the Garden City Broker’s deceptive
conduct.  

PSI Did Not Stop The Brokers’ Scheme From Continuing

42. Although PSI officers issued policies and procedures that stated that the Timer Brokers’
conduct was not permitted, these policies and procedures were ineffective in scope and were
never meaningfully enforced.  Moreover, even in situations where these policies and
procedures purportedly were enforced, PSI officers granted exceptions for its largest
producing brokers.  As a result, the Timer Brokers continued their deceptive practices even
after the policies and procedures were promulgated.
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a. In 2001 PSI Created A System That Could Block The
Timer Brokers’ Trades, But Implemented It In a Way
That Allowed The Timer Brokers’ Deceptive Conduct

43. In 2001, following complaints from mutual fund companies, and an audit of PSI by
Prudential’s internal auditors that identified the Timer Brokers’ activities as a control risk
for the firm, PSI created a blocking system for its mutual fund trading area.  This system
allowed PSI to block trades from Timer Brokers in accounts or under FA Numbers in
response to complaints from mutual fund companies about the timing.  This system allowed
PSI to block an account from trading (a) in a specific mutual fund, or (b) in an entire mutual
fund family.  The system also allowed PSI to block a Timer Broker from trading in a mutual
fund family by blocking his FA Number and all FA Numbers associated with him.  

44. The block system allowed PSI to block trading from a PSI client or Timer Broker when a
mutual fund company notified PSI of its objections to the trading.  Often the mutual fund
companies raised their objections by supplying the BIN numbers of the accounts that they
had been able to identify as engaging in the abusive market timing trading.  Similarly,
mutual fund companies often raised their objections to a particular Timer Broker by
supplying the particular FA Number they had identified as being associated with the
offending trading.  Under the NSCC system applicable to the trading here, the mutual fund
companies were unable, on their own, to identify all accounts associated with a particular
timer client.  Similarly, they were unable to identify all FA Numbers associated with a
particular Timer Broker.  At all times, the information regarding account numbers of the PSI
timing clients and about the FA Numbers associated with a Timer Broker remained with PSI.
PSI did not accurately inform the mutual fund companies of the multiple accounts or
multiple FA Numbers employed by the Timer Brokers.     

45. The PSI blocking system was never implemented to stop the deceptive practices.  Instead,
often at the request of the Timer Brokers, the PSI blocking system was intentionally
implemented in a narrow and limited way in order to allow the Timer Brokers to continue
with their deceptive practices.  Specifically,

(a) PSI operations personnel placed blocks only on those
accounts the mutual fund companies had identified by
BIN number in their communications, even if the
mutual fund companies had informed PSI that the
trading activity was generally prohibited and that the
client – not just the account – was prohibited from
trading with the mutual fund because of the abusive
market timing.  The PSI operations personnel did this
while being actually aware that the Timer Brokers
were utilizing multiple accounts for the same clients
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in order to defeat the mutual fund companies' attempts
to block the trading.

(b) PSI operations personnel placed blocks only on the
FA Numbers the mutual fund companies had
identified by number in their communications to PSI,
even if it was clear that the mutual fund company
wanted to ban the Timer Broker, not just a particular
FA Number.  Moreover, when discussing blocks with
fund companies, PSI operations personnel did not
inform the mutual funds requesting blocks on brokers
that the Timer Brokers had multiple FA Numbers or
worked in teams.

(c) In 2002, PSI operations personnel supplied to Timer
Brokers information from the block system.  The
Timer Brokers used this information to place market
timing trades in accounts and FA Numbers that had
not yet been identified and stopped by the mutual
fund companies.

(d) In 2002, senior PSI operations personnel instructed
operations personnel to ignore requests from fund
companies to stop all activity from named Timer
Brokers and instead to limit the blocks only to the FA
Numbers mutual fund companies actually listed on
their communications – even if the mutual fund
company asked that all business from the Timer
Broker be stopped.

(e) In 2002, senior PSI operations personnel instructed
PSI operations personnel to remove blocks that had
been placed on accounts and Timer Brokers.  Such
blocks were removed despite instructions from the
mutual fund companies that PSI should place the
blocks on the accounts and Timer Brokers.  Such
blocks were removed without informing or consulting
with the mutual funds that had requested the blocks.
In at least one instance, a senior PSI operations
executive instructed PSI operations personnel to
remove a block after the Garden City Broker asked
the PSI senior operations executive to remove the
block.  The mutual fund company was not informed
that the block was removed. 
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(f) PSI did not supply PSI operations personnel (nor did
the PSI operations personnel obtain) complete lists of
FA Numbers for the Timer Brokers, even though such
lists were available.    

(g) In 2003, even when PSI purportedly issued a policy
that required PSI operations to block all FA Numbers
associated with a Timer Broker when a mutual fund
identified a single FA Number to stop, PSI operations
did not do so.

  (h) In 2002 and 2003, PSI operations personnel in certain
instances simply ignored requests from mutual fund
companies that Timer Brokers be banned from their
funds and that blocks be placed on all FA Numbers
and all accounts.

(i) PSI operations also did not block trades in accounts
and FA Numbers the Timer Brokers created after a
block request from a mutual fund.  

    
b. In June 2002, PSI Instituted A Control Over The

Issuance of FA Numbers That Timer Brokers Evaded
With The Assistance of Supervisors

46. In June 2002, PSI instituted a procedure concerning the issuance of FA numbers, purportedly
in an effort to hinder the Timer Brokers’ ability to obtain Joint numbers and Also numbers
to evade limitations on market timing (the “June 2002 Control”).  The June 2002 Control
provided that requests for Joint and Also numbers would require a documented business
request and a Regional Business Manager’s (“RBM’s” ) approval.  Branch Managers and
RBM’s were instructed that no new Joint or Also numbers were to be issued for purposes
of market timing in mutual funds.

47. The June 2002 Control failed to preclude the Timer Brokers from misusing previously issued
Joint and Also numbers to evade blocks imposed by mutual fund companies.  Indeed, the
Garden City Broker obtained 12 new Joint and Also numbers just days before the procedure
took effect, purportedly to assist him in transferring customer accounts from one PSI branch
office to another.

48. The June 2002 Control also did not subject the Timer Brokers to any form of discipline or
sanction if they continued to use Joint and Also numbers to evade blocks in violation of its
terms.
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49. The June 2002 Control was also intentionally circumvented by Timer Brokers, in some
cases, with the assistance of a Branch Manager.  To obtain new FA Numbers, the Timer
Brokers provided intentionally false and misleading justifications for why a new Joint or
Also number should be issued.  In some instances, the Timer Brokers lied and falsely stated
that the new Joint numbers were needed for a new client relationship or new commission
split arrangement.  In fact, once the new FA Numbers were issued, the Timer Brokers used
them for deceptive purposes, and did not use them for new clients or for new commission
split arrangements.

50. In at least one instance in April 2003, PSI management, including an RBM and a employee
in PSI’s Risk Management department, became aware that the Boston Brokers had obtained
a Joint FA Number in January 2003 by providing misleading and false information on the
form.  Despite this unambiguous and explicit circumvention of the June 2002 Control, PSI
took no disciplinary action against the Boston Brokers.  The RBM did, however, instruct the
Branch Manager to issue no further FA Numbers to the Boston Brokers.  Notwithstanding
that explicit instruction, the Branch Manager signed off on request forms requesting issuance
of three new Joint FA Numbers to the Boston Brokers for use on accounts set up for a new
market timing client.  The Boston Brokers and Branch Manager intentionally did not
disclose on the request form that the FA Numbers would be used for market timing or for
a market timing client.  Nor did they present the form to the RBM for signature, instead
arranging to have a more senior executive (a “Regional Officer”) sign off on the request.
The Boston Brokers quickly thereafter used one of the new FA Numbers to place trades in
fund companies that had previously banned the Boston Brokers.

         
c. In January, 2003, PSI Issued – But Never

Implemented – A Market Timing Policy 

51. As part of the 2001 internal audit process conducted by Prudential, internal auditors from
Prudential requested that PSI issue a policy restricting market timing.  Internal audit set a
deadline for issuance of the policy for the end of 2001.  No such policy was issued in 2001,
and the internal audit staff agreed to extend the deadline to the end of 2002.  During 2002,
PSI senior management discussed issuing a policy designed to curtail the deceptive practices
associated with market timing by the Timer Brokers.

52. Prior to 2002, PSI had on at least two other occasions issued market timing policies.  The
first, which was issued in 1999, prohibited brokers from engaging in market timing trades
in a PSI trading platform called “PruChoice.”  PruChoice was a fee-based (as opposed to
transaction-based) mutual fund trading platform, which was abused by market timers and
Timer Brokers.  The second, which was issued in 2000, prohibited market timing in the
mutual funds of PSI’s affiliated mutual fund company, Prudential Investments.  Both policies
placed explicit limits on the number of exchanges (one “round trip” in 90 days) that a broker
could make before being in violation of the policy.  The policies provided no sanction for
violation, and although the Timer Brokers repeatedly violated the policies, PSI did not take
action against any Timer Broker who violated the policies.
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53. In mid-2002, after PSI senior management was informed of multiple instances of deceptive
conduct on the part of the Timer Brokers and after PSI senior management had advised
Prudential internal auditors that PSI would issue a policy on market timing, PSI senior
management undertook to create a policy on market timing.  In the summer of June 2002,
PSI compliance personnel proposed a policy (the “Proposed Policy”) that was similar to that
issued in 1999 for PruChoice and in 2000 for Prudential Investments.  The Proposed Policy
limited the number of exchanges and trades in a mutual fund to one round trip per 90 days
and provided for sanctions to the brokers in the case of violations.

54. During the Summer of 2002, PSI senior management met to discuss the Proposed Policy.
At that meeting, compliance officers addressed the problems with market timing, including
the Timer Brokers’ use of deceptive practices and the fact that the Proposed Policy was
similar to that which PSI had issued restricting market timing in the affiliated mutual funds
run by Prudential Investments.  During that meeting, PSI senior managers expressed
concerns that the Proposed Policy would have too great an impact on the Timer Brokers’
revenues.  At the time, the Timer Brokers represented several of the highest revenue
producers at PSI.  A senior  PSI manager dismissed reports from compliance officers that
other broker-dealers had restricted market timing, expressing the view that even if the other
broker-dealers had such policies, the broker-dealers were not following them.  That same
senior PSI manager then dismissed the concerns expressed by the compliance officers by
saying that restricting the Timer Brokers’ business would put PSI at a competitive
disadvantage and that he did not want PSI to be the “shiniest ship at the bottom of the sea.”

55. No policy was issued in 2002.  On January 8, 2003, however, PSI finally issued a market
timing policy (the “Market Timing Policy”).  PSI rejected the Proposed Policy and
intentionally departed from the prior policies it had issued.  The Market Timing Policy left
monitoring of inappropriate market timing activities to the mutual fund companies
themselves.  Specifically, it provided that “inappropriate timing activities [would] continue
to be monitored” by mutual fund companies and not by PSI itself.   

56. The Market Timing Policy provided for the imposition of sanctions, including termination
of employment, for the Timer Brokers’ use of “manipulative techniques” to evade mutual
fund trading restrictions.  The Market Timing Policy included within the category of
“manipulative techniques” the deceptive practices used by the Timer Brokers (including the
use of multiple accounts and multiple FA Numbers) to defraud the mutual fund companies
into processing market timing trades that the mutual fund companies otherwise would have
rejected.  Under the terms of the Market Timing Policy, any imposition of sanctions was to
be decided by a committee consisting of members of PSI’s Legal, Compliance, and Risk
Management divisions.

57. Despite issuing the Market Timing Policy, PSI failed to implement and enforce it.  Despite
notifications of continuing “manipulative techniques” received by PSI after it issued the
Market Timing Policy, PSI failed to form this committee or take action against any of the
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Timer Brokers to stop their use of “manipulative techniques.”  Despite repeated violations
of the Market Timing Policy by multiple Timer Brokers, including violations explicitly
brought to the attention of PSI management, not a single Timer Broker received any sanction
or discipline under the policy.

58. PSI also failed to implement the Market Timing Policy in material respects.  Specifically,
the Market Timing policy provided that, in the event a mutual fund company asked PSI to
block any one of a Timer Broker’s FA Numbers, all FA Numbers belonging to the Timer
Broker similarly would be blocked from trading.  PSI never implemented that part of the
Market Timing Policy.  In fact, despite the policy’s clear mandate, PSI continued to interpret
mutual fund block requests in the same narrow manner as it had previously – blocking only
the specific FA Number or customer account number identified by mutual fund block
requests, even if the mutual fund requested a broader block.  Indeed, in some instances, PSI
failed to implement blocks on FA Numbers specifically identified by mutual fund companies
as numbers to be blocked.

59. Thus, even after issuance of the Market Timing Policy, PSI failed to prevent the Timer
Brokers from continuing their scheme of switching to unblocked FA numbers or customer
accounts to evade blocks imposed by mutual fund companies.

The Timer Brokers’ Deceptive Conduct Continued While At Wachovia

60. On July 1, 2003, the Timer Brokers became employees of Wachovia following the transfer
of PSI’s assets to Wachovia.  The Timer Brokers’ supervisors also became Wachovia
employees, as did PSI senior management.  From July 1, 2003, through September 8, 2003,
the Timer Brokers continued using the deceptive practices to place market timing trades in
mutual funds while under the supervision of the former PSI senior management.

61. On September 8, 2003, Wachovia issued a policy that prohibited market timing.  The Timer
Brokers’ deceptive practices ceased shortly thereafter.

The Timer Brokers’ Conduct is Chargeable to PSI 

62. PSI accepts responsibility for the Timer Brokers’ deceptive and fraudulent conduct.  The
Timer Brokers’ deceptive conduct occurred while they were at PSI.  In some instances it
occurred with the assistance of the Timer Brokers’ supervisors, including their Branch
Managers.  PSI senior management also either knowingly permitted the Timer Brokers’
deceptive conduct or were willfully blind to such conduct and failed to stop the conduct.  PSI
also profited from the Timer Brokers’ conduct.  For the period 2001 through 2003, gross
commission revenue generated from the timing activities of the Timer Brokers totaled
approximately $57 million, with illicit profits to the Timer Brokers’ clients of in excess of
$100 million.
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